Member bank income, 1962 by anonymous
Member Bank Income, 1962
Member bank statements of income and
dividends for the year 1962 reflected these
developments:
• Net income declined slightly from the
high level of the preceding year.
• Current expenses rose more sharply
than operating revenues. Hence net earnings
on current operations were lower than in
1961.
• The sharp increase in interest paid on
time and savings deposits accounted for
most of the rise in current expenses. Both
deposits and the average rate of interest paid
increased substantially.
• Holdings of loans and securities and
rates of return on these assets increased.
• Larger net losses on nonoperating
transactions, primarily due to smaller profits
on sales of securities, contributed to the de-
cline in net income before taxes from year-
earlier levels.
• Dividend payments were increased in
proportion to the increase in total capital
accounts.
• The ratio of net income to capital de-
clined from 9.6 per cent in 1961 to 8.9 per
cent because of the decline in net income
and the growth of capital accounts.
• Ratios of capital to total assets, to
risk assets, and to deposits declined from
year-earlier levels.
EARNING ASSETS AND OPERATING
REVENUES
Average holdings of earning assets of mem-
ber banks during 1962 were $182 billion,
NOTE.—This article was prepared by Seymour Go-
lodner of the Board's Division of Bank Operations.
FACTORS IN LOWER NET INCOME
(In millions of dollars)
Item
Decrease in net income, total
Factors decreasing net income, total...
Increase in operating expense
Of interest paid on time deposits
Of miscellaneous expense
Nonoperating transactions
Decrease in profits on sale of securities
Larger net increase in valuation reserves on loans.
Decrease in miscellaneous recoveries
Increase in net losses on securities *
Factors increasing net income, total.
Increase in operating revenue from earning assets. . .
On loans
On U. S. Government securities
On other securities
On miscellaneous operating revenue
Decrease in provision for taxes on net income
Nonoperating transactions
Smaller net increase in valuation reserves on
securities
Decrease in net losses on loans
 !
























1 Includes recoveries credited and losses charged to undivided
profits or to valuation reserves.
$13.7 billion higher than during 1961. This
increase—the largest for any recent year—
consisted of $8.1 billion in loans, $1.9 bil-
lion in U.S. Government securities, and $3.7
billion in other securities. Holdings in Gov-
ernment securities began to decline near the
end of the year and were lower in December
1962 than a year earlier. Member banks
continued to add to their holdings of loans
and other securities, and year-end compari-
sons showed larger increases than the aver-
ages for the four consecutive call dates.
Within broad categories of earning assets,
member banks generally added to their
holdings of those paying higher returns to
meet increased interest costs of time and
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savings deposits. Although all classifications
of loans showed increases, the largest were
in commercial and industrial, real estate,
and other loans to individuals (consumer
loans).
Among holdings of U.S. Government se-
curities, increases in holdings of certificates
and notes with longer maturities more than
offset declines in short-term Treasury bills
and notes maturing in 1 year or less. Hold-
ings of bonds in the 1- to 5-year maturity
group were reduced sharply, and there was
a corresponding increase in the 5- to 10-
year group. The increase in other securities
was almost entirely in issues of States and
local governments, which generally have
high after-tax yields.
The ratio of average total capital accounts
to risk assets—that is, total assets less U.S.
Government securities and cash—declined
from 14.5 per cent to 14.0 per cent pri-
marily owing to the increases in loans and
other securities. This represented a return
to the downward trend of this ratio after a
small rise in 1961.
Total operating revenues of member
banks rose to $10,154 million, $937 million,
or 10 per cent, more than in 1961.
Higher rates of return accompanied the
expansion in average holdings of loans and
securities, and revenues from these sources
increased substantially. Revenue on loans
was $565 million more than in 1961, and
the rate of return rose from 5.84 to 5.93
per cent.
Revenue on U.S. Government securities
MEMBER BANK INCOME, 1951-62
(Dollar amounts in millions)
Item 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962
Revenue
On U. S. Government securities
On other securities
On loans





Officer and employee benefits.



















































































Net current earnings before income taxes.
Net of profits and recoveries (+), losses
and charge-offs, and changes in valua-
tion reserves











Net income before related taxes.
Taxes on net income
Net income







































































































































































Ratio of net income to average total
capital accounts (per cent)

























1 Expenses were reclassified in 1961 as described on pages 526-27
of the May 1962 BULLETIN.
2 Includes recoveries credited and losses charged either to un-
divided profits or to valuation reserves and excludes transfers to and
from valuation reserves.
3 Includes interest on capital notes and debentures.
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CHANGES IN MEMBER BANK AVERAGE LOANS AND
INVESTMENTS, 1962
(Dollar amounts in millions)
Item








Other loans to individuals
All other
U.S. Government securities


























































1 Totals are net (after deduction of valuation reserves); individual
loan items are gross and do not add to totals.
2 Includes small amount of guaranteed obligations.
NOTE.—Figures are averages of amounts reported for four con-
secutive official call dates beginning with the end of the previous year
and ending with the fall call of the current year.
was $150 million, or 10 per cent, higher
than in 1961, because of the larger average
holdings and a rate of return that rose to
3.22 from 3.05 per cent. Larger average
holdings and a higher rate of return also re-
sulted in an increase of $116 million in reve-
nue on other securities. Revenues from other
securities increased in relation to total reve-
nue, while all other individual sources of
revenue did not change significantly as a
proportion of the total.
The increases in average rates of return
occurred despite a general downward move-
ment in yields on longer-term investments.
EXPENSES
Total expenses of member banks of $7,041
million were $968 million, or 16 per cent,
more than in 1961.
The rise in interest paid on time and
savings deposits accounted for nearly two-
thirds of the increase. This expense item
rose $638 million and absorbed $2,358 mil-
lion, or 23 per cent, of total current operat-
ing revenues in 1962. Interest costs now
approach direct compensation of officers
and employees in importance among ex-
pense items.
Both the deposits and the average rate
paid on them have been rising sharply since
1956 when the maximum rates banks were
permitted to pay on time and savings de-
posits were raised. Effective at the beginning
of 1962, maximum permissible rates were
raised again.
These successively higher rate ceilings
were adopted by most banks. The average
rate of interest paid on these deposits
jumped from 2.73 in 1961 to 3.23 per cent
in 1962. In 1956 the average had been 1.58
per cent.
The volume of such deposits has also in-
creased substantially. Average time and
savings deposits held in member banks dur-
ing 1962 were 16 per cent above the 1961
average. This compares with a 15 per cent
increase between 1960 and 1961, which had
been the largest for a number of years. The
average volume of time and savings deposits
also increased in relation to total deposits
and now represents nearly 36 per cent of
all deposits at member banks. In 1956 time
and savings deposits had averaged 26 per
cent of total deposits.
Salaries and wages of officers and em-
ployees accounted for $138 million of the
increase in operating expenses during the
year, as both the number and the average
compensation continued to expand. Fringe
benefits for officers and employees, repre-
senting such expenses to the bank as hos-
pitalization and life insurance premiums,
unemployment and social security taxes,
and current contributions to retirement
funds, amounted to $364 million for those
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working on banking operations. This was
$33 million, or 10 per cent, more than in
1961 and represented 14.5 per cent of the
amount of direct compensation paid in the
form of wages, salaries, and bonuses.
After deduction of rents received, ex-
penses related to the occupancy of bank
premises amounted to $459 million and ac-
counted for 6.5 per cent of total expenses.
Furniture and equipment expense amounted
to $218 million.
PROFITS, RECOVERIES, LOSSES, AND
TRANSFERS TO VALUATION RESERVES
Nonoperating transactions reduced net in-
come by $308 million in 1962 compared
with a reduction of $181 million in 1961.
Member banks have shown a net gain from
these transactions in only three postwar
years—1946, 1954, and 1958—when prof-
its on sales of securities more than offset
other transactions on loans and securities
that tend to reduce net income.
In 1962, transactions in securities re-
sulted in a $126 million increase in net in-
come compared with an increase of $229
million in 1961. Lower profits on sales of
securities accounted for the difference;
losses and charge-offs rose only slightly.
Transactions in loans, including transfers
to valuation reserves, reduced reported net
income by $406 million in 1962, compared
MEMBER BANK INCOME, BY CLASS OF BANK, 1962 AND 1961
(Dollar amounts in millions)
......
Revenue
On u S Government securities . ..
On other securities




Officer and. employee benefits
Interest on time deposits
Net occupancy expense
All other . ...
Net current earnings before income taxes
>Jet of profits and recoveries (+), losses and charge-offs,
and changes in valuation reserves
Profits and recoveries (+), losses and charge-offs:




Net increase (or decrease, +) in valuation reserves:
On securities
On loans
Net income before related taxes





Net current earnings before income taxes to—
Average total capital accounts
Average total assets
Net income to—

























































































































































































































































































1 Expenses were reclassified in 1961 as described on pages 526-27
of the May 1962 BULLETIN.
2 Includes recoveries credited and losses charged either to undivided
profits or to valuation reserves and excludes transfers to and from
valuation reserves.
3 Includes interest on capital notes and debentures.
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with $381 million reported in 1961. This
represented the largest "net loss" reported on
these transactions in recent years. Losses
and charge-offs on all other bank assets re-
duced net income by $27 million, about the
same as in other recent years.
Member banks increased their valuation
reserves on loans by $275 million. These
reserves have expanded each year since
1948 when they were first reported; the in-
crease in 1962 was the largest since then.
Valuation reserves on securities were in-
creased by $26 million.
INCOME TAXES
As a result of the decrease in net income
before taxes and proportionately larger in-
come from tax exempt investments, pro-
visions for income taxes were $141 million
less in 1962 than in 1961. The total pro-
vided for this purpose, $1,110 million,
represented 40 per cent of income before
taxes, compared with 42 per cent in 1961.
CASH DIVIDENDS
Cash dividends declared amounted to $832
million, $39 million more than in 1961.
This represented 49 per cent of net income
after taxes compared with 46 per cent the
previous year. The ratio of cash dividends
to average total capital accounts remained
at 4.4 per cent, where it has been since 1959.
Banks retained $863 million of their in-
come for addition to capital; this was $56
million less than in 1961. Retained income
accounted for 71 per cent of the increase
in total capital accounts during the year.
Revenues, expenses, and income by re-
serve classifications of member banks for
1961 and 1962 are shown in the accom-
panying table. Detailed figures on income,
expense, and related items appear on pages
710-18.
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